
This is a digital copy of a book that was preserved for generations on library shelves before it was carefully scanned by Google as part of a project 
to make the world's books discoverable online. 

It has survived long enough for the copyright to expire and the book to enter the public domain. A public domain book is one that was never subject 
to copyright or whose legal copyright term has expired. Whether a book is in the public domain may vary country to country. Public domain books 
are our gateways to the past, representing a wealth of history, culture and knowledge that's often difficult to discover. 

Marks, notations and other marginalia present in the original volume will appear in this file - a reminder of this book's long journey from the 
publisher to a library and finally to you. 

Usage guidelines 

Google is proud to partner with libraries to digitize public domain materials and make them widely accessible. Public domain books belong to the 
public and we are merely their custodians. Nevertheless, this work is expensive, so in order to keep providing this resource, we have taken steps to 
prevent abuse by commercial parties, including placing technical restrictions on automated querying. 

We also ask that you: 

+ Make non-commercial use of the files We designed Google Book Search for use by individuals, and we request that you use these files for 
personal, non-commercial purposes. 

+ Refrain from automated querying Do not send automated queries of any sort to Google's system: If you are conducting research on machine 
translation, optical character recognition or other areas where access to a large amount of text is helpful, please contact us. We encourage the 
use of public domain materials for these purposes and may be able to help. 

+ Maintain attribution The Google "watermark" you see on each file is essential for informing people about this project and helping them find 
additional materials through Google Book Search. Please do not remove it. 

+ Keep it legal Whatever your use, remember that you are responsible for ensuring that what you are doing is legal. Do not assume that just 
because we believe a book is in the public domain for users in the United States, that the work is also in the public domain for users in other 
countries. Whether a book is still in copyright varies from country to country, and we can't offer guidance on whether any specific use of 
any specific book is allowed. Please do not assume that a book's appearance in Google Book Search means it can be used in any manner 
anywhere in the world. Copyright infringement liability can be quite severe. 

About Google Book Search 

Google's mission is to organize the world's information and to make it universally accessible and useful. Google Book Search helps readers 
discover the world's books while helping authors and publishers reach new audiences. You can search through the full text of this book on the web 



at |http : //books . google . com/ 



NVPL RESEARCH UBRAftlES 











'■-'% 




d 



% 



.■jjJWi 



t# • 



I 



I 



I \ ^ 1 } 6 Tt ?! i 



:3 






V 



(P.^i.iAx.<^ jj(r^^^.l^^j^ 



mtummzTL 










i^%-i^^-J 










y 



NOV 191B90 

PROCEEDINGS 

OF THE 

National Convention 



Insurance Commissioners 



UNITED STATES. 



TWENTY-FIRST SESSION 

■^ II linn ...iWIIHI 

AT 

CLEVELAND, OHIO, 

AUG. 20, 21, 1890. 



BOSTON : 

WRIGHT &_POTTER PRINTING COMPANY, 

18 Post Office SquikiiB. 

1890. 



PROCEEDINGS 



>National Convention 



Insurance Commissioners 



• UNITED STATES. 



TWENTY-FIRST SESSION 

AT 

CLEVELAND, OHIO, 

AUG. 20. 21, 1890. 



BOSTON : 

WRIGHT & POTTER PRINTING COMPANY, 

18 Post Office Square. 

1890. 




t ' ' • 



OFFICERS AND COMMITTEES, 1890. 



PRESIDENT. 

GEORGE S. MERRILL, Insurance Commissioner, 

Boston, Mass. 

VICE-PRESIDENT. 

SAMUEL E. KEMP, Superintendent of Insurance, 

Columbus, Ohio. 

SECRETARY. 

GEORGE B. LUPER, Deputy Insurance Commissioner, 

Harrisburg, Penn. 

EXECUTIVE COMMITTEE. 



Messrs. Fyler, 
Ellerbe, 

SCHWANBECK, 



Messrs. Townsend, 
Cheek. 



COMMITTEE ON LEGISLATION. 



Messrs. Ruggles, 
• McEwen, 
Brinkerhoff, 



Messrs. Sprague, 
Whiting. 



COMMITTEE ON ASSETS. 



Messrs. Smith, 

FOOKS, 

Billingslea, 



Messrs. Hurd, 

Maxwell. 



\ 



t\ 



^ 



COMMITTEE ON BLANKS. 



Messrs. Luper, 

Ruggles, 
Brinkerhoff, 



Messrs. McEwen, 
Whiting. 



COMMITTEE ON RATE OF MORTALITY AND 
RATE OF INTEREST. 



Messrs. Kemp, 

Harvey, 
Bailey, 



Messrs. Fackler, 
Ellerbe. 



COMMITTEE ON MISCELLANEOUS AFFAIRS. 



Messrs. Cheek, 
Ellerbe, 
Townsend, 



Messrs. Allan, 

Schwanbeck. 



COMMITTEE ON GUARANTEE INSURANCE RESERVE. 



Messrs. Harvey, 

HUSE, 

Sprague, 



Messrs. Benton, 
Jackson. 



PROCEEDINGS. 



Thci Convention met according to notice at 10 o'clock 
A.M., on Wednesday, August 20, at the Stillman House, 
Cleveland, O., President Merrill in the Chair. Owing to the 
absence of the secretary, who was detained en route, the 
Convention took a recess until 2 o'clock. On reassembling, 
the president said : — 

Gentlemen of the Convention : — We may congratulate our- 
selves upon the pleasant auspices under which we assemble. This 
is practically our " freedom day," being the twenty-first session 
of this organization. Surely, as we turn back the pages of the 
record of this period, we can review the results with no little 
satisfaction. Twenty years ago the business of insurance, espe- 
cially in the life department, while not exactly in its infancy, had 
experienced but a modest growth ; there was little uniformity in 
the methods of official supervigion or even as to legal require- 
ments, and each department had a series of blanks differing from 
every other, necessitating the preparation by the companies of 
special annual reports to each one of the States requiring such a 
return to be made. Within this period the business of fire insur- 
ance has been enlarged, simplified and strengthened ; and that of 
life insurance has grown to marvellous proportions, to a magni- 
tude beyond the most extravagant dreams of its promoters in the 
year when this Association was formed. Our organization has 
not only afforded the means of a better performance of our 
duties, through the advantage of mutual acquaintance and the 
interchange of ideas, but its direct practical result in the one 
direction of making clear, definite and uniform the blank forms 
in use has been of incalculable benefit to the companies, the 
department and the public. To-day in this country no business 
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over which there is official supervision or control approaches in 
its magnitude and importance that of insurance, and no other 
comes so close to the homes and hearth-stones of the people of 
all classes and conditions. There is no antagonism between the 
interests of the insurance companies and the interests of the 
insured. What is, in the broad and comprehensive sense, wisest 
for the one, is best for the other ; and the duty of those at the 
head of the various insurance departments is alike to foster and 
strengthen on the one hand, and to guard and protect on the 
other. Believing fully in the usefulness of these gatherings, I 
trust the meetings of the future will find every department repre- 
sented. 

The roll of States was then called by Secretary Luper, 
the following responding : — 

Colorado. — L. B. Swanbeck, auditor. 

Missouri. — C. P. Ellerbe, superintendent; A. F. Harvey, 
actuary. 

Massachusetta. — Geo. S. Merrill, commissioner. 

Connecticut. — J. H. Svrague, actuary. 

JSebraska. — C. B. Allan, deputy auditor. 

Kansas. — James Billingslea, deputy commissioner. 

Kentucky. — J. A. Coons, actuary. 

Rhode Island. — E. W. Bucklin, auditor. 

Ohio. — W. H. Kinder, superintendent ; J. A. McEwen, 
deputy superintendent. 

Pennsylvania. — Geo. B. Luper, deputy commissioner. 

Wisconsin. — Philip Cheek, Jr., commissioner. 

The President. Committees of the various insurance 
companies in this city, in accordance with the custom of 
previous years, have invited the members to accept of some 
little entertainment at their hands. The fire underwriters 
suggest that we take with them a drive about the city, and 
they would like to meet us at 3 o'clock to-morrow for that 
purpose. We also have an invitation from the life under- 
writers to a lunch, and they suggest 7 p.m., to-morrow. 
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The invitations were accepted by a unanimous vote. 
On motion, the papers prepared by members were read, 
the fii^t being that of Mr. Sprague of Connecticut. 

Valuation qf Policies by Insurance Departments. 

My purpose herein is to bring into clear view certain prevalent 
errors in the valuation of policies, to exhibit their magnitude, and 
thereby to show the need of correction. 

One of the fundamental methods of valuing a policy is to ascer- 
tain the present worth of the benefit, and from it deduct the present 
worth of all the net premiums to be paid by or for the policy. The 
remainder is its value. It is obvious that the value of the benefit 
(which is the net single premium) is greater the shorter the inter- 
val during which payment is deferred, as in the case of any other 
contract for the payment of money. Again, if the premium be 
payable oftener than once a year, the more frequent the payments, 
the greater will be the probability of the insurer losing half a year's 
premiums in the year in which the life fails. To make up for this 
probable loss, the premium must be increased, and the policy-value 
will be increased correspondingly. 

Bearing these things in mind, the fact may be perceived that, if 
a mortality table and a rate of interest be prescribed, the value of 
a policy will depend upon two things, and two only; viz., the 
terms of the payment of the benefit, and the terms of the payment 
of the premium. These two variables wholly determine the policy- 
value, therefore strict regard must be paid to them, if correct 
results are 'desired. Wherein due regard for one or both of these 
components of value Is neglected, is now to be shewn. 

Forty or fifty years ago, policies by their terms became due and 
payable at the end of the policy-years in which the assured sever- 
ally died. Approximately this period would, on an average, be 
six months after death. Upon this basis the net premiums and 
the values of policies were then very properly computed, and the 
valuation tables made up which are in use to-day. Since that 
date, however, the time of payment has been changed and reduced, 
from six to four months after death, from four to three, from three 
to two, and from two to zero ; the custom having become general 
to pay claims immediately upon receipt of proof of death. Thus, 
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by modern practice, the insurer loses six months' interest on the 
reser>'e, which under the original practice he would have received, 
and, indeed, must iiave received, in order that the policy might be 
full and entire at maturity. To make up for this loss, the net 
premium must be increased correspondingly, and increased pre- 
mium gives a lirger policy-value. 

Notwithstanding this reduction of six months in the time within 
which death-claims become payable, insurance departments and 
offices continue to value policies the same as if no such change in 
terms had occurred, and just the same as they would have done, 
or did, forty-five years ago. Note the effect on policy values. 

At the opening of a policy, the initial value is the premium then 
paid. The following tabulation exhibits, in column marked (1), 
the annual premium customarily valued, being the premium for a 
policy of $10,000 payable at the end of the policy-year of death ; 
in column (2), the true premium for the policy of practice, pay- 
able at death ; in column (3), the differences between the premi- 
ums in (2) and those in (1) ; and in column (4), the percentage 
of excess of (2) over (1) at the several ages specified. The 
.experience table of 1842 and four per cent, interest are presup- 
posed, and net (or cost) premiums only are dealt with. 



Table 1. 





(1) 


(«) 


(») 


. (-i) 


Entry Age. 


Premium now 


True Premium 


Differences of 


Excess Per 




valued. 


or Value. 


(2) aud (1). 


Cent, of 
(2) over (1). 


10 1 f 104. 296 


1106.366 


12.070 


1.98 


20, 






129.513 


132.082 


2.569 


1.98 


30, 






169.720 


173.086 


3.366 


1.98 


40, 






236.775 


241.469 


4.694 


1.98 


50, 






357.757. 


364.857 


7.100 


1.98 


60, 








575.562 


587.016 


11.454 


1.99 


70, 








982.027 


1,001.698 


19.671 


2.00 


80, 








1,760.979 


1,796.755 


35.776 


2.03 


90, 








3,638.884 


3,715.538 


76.654 


2.11 


95, 






. I 5,927.131 


6,060.531 


133.400 


2.25 


99, 






. ! 9,615.385 


9,860.819 


245.434 


•2.55 



These are the initial or starting values immediately after the 
first premiums are paid. From age ten to age fifty, inclusive, the 
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true premium exceeds the premium upon which the usual valuation 
tables are based by 1.98 per cent., which is six months' compound 
interest, where the effective annual rate is four. . The excess 
ranges from 1.98 to 2.55 per cent. 

These are the initial differences. As the duration of a policy 
increases, the original difference in value increases. Let us see 
how much, by taking a policy of $10,000, issued at age thirty-five, 
which is about the average age of entrants, and noting the value 
at the end of ten, twenty, thirty, etc., years' duration. The 
initial difference is 1.98 per cent. 

Table 2. 



Duration, . 


10 ; 20 


80 


40 


SO 


60 


65 


True values, . 
Values iu vogue, . 


$1,360 58 $3,073 48 
1,334 12 3,013 47 


$4,943 31 
4,846 38 

$96 93 
2.00 


$6,682 44 
6,550 10 


$8,096 75 
7,933 06 


$9,280 99 
9,075 88 


$10,265 97 
10,000 00 


Difference, . 
Difference per cent., . 


$26 46 $60 01 
1.98 1.99 

1 


$132 34 
2.02 


$163 69 
2.06 


$205 11 
2.26 


$255 97 
2.56 



The percentage of excess corresponds with the rate at the age 
attained in the preceding table. 

From the foregoing it appears that, by the methods in general 
use, assurance policies are undervalued by about two per cent. ; 
and this rule holds good whether the assurance be for life or for a 
shorter term, immediate or deferred, and whether the premium be 
single, limited to a fixed number of payments, annual, or more 
frequent. 

Endowment assurances, however, are not affected to the same 
extent. These being a combination of temporary assurance and 
endowment, the endowment portion is correctly valued, and the 
undei-valuation applies only to the temporary assurance part. 
These policies probably average to mature, as respects the endow- 
ment, at from age sixty to age sixty-five. Now the premiums at 
ages thirty, thirty-five and forty, for policies maturing respectively 
at sixty, sixty-three and sixty-five, is about one-half of it for the 
assurance and one-half for the endowment. Therefore, it is fair 
enough to say that endowment assurance policies are, on an aver- 
age, undervalued about one per cent. 
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The value last December of all the outstanding policies of the 
tliirty life offices reporting to the Connecticut department was 
computed at about $r)80,000,000. Of this sum, probably less 
than $180, 000, poo would cover the value of endowment assurance 
policies, and $15,000,000 the value of annuity bonds, leaving 
$435,000,000 as the value of other kinds. On this supposition, 
the various insurance departments made an undervaluation of the 
policies of these thirty offices, amounting to $10,000,000. And, 
thereupon, it was officially reported to legislatures and published 
to the world of policy holders, that these offices possessed surplus 
funds to an amount greater by ten million dollars than they, in 
fact, held. 

Is the magnitude of this error insufficient to require correction ? 
If so, why is it that all stock fire insurance offices are required to 
value their re-insurance liability under long-term policies pro rata? 
If a uniform business has been done from year to year in these 
long policies, the pro rata reserve will not differ from fifty per 
cent, of the premiums on outstanding risks more than would the 
pro rata reserves for tlie yearly risks, which latter portion is valued 
at fifty per cent, of the premiums. The total variation from fifty 
per cent, caused by pro-rating the premiums on long policies, in 
the case of ninety-six stock offices, does not exceed, probably, 
$2,500,000, or about $26,000 apiece. And yet each of these 
companies is put to considerable labor and expense in order to 
eliminate this error, whilst in the same particular, in the case of 
life offices, a divergence from the truth of four times the total 
magnitude, and, if averaged upon thirty offices, about thirteen 
times the magnitude for each one, is permitted to pass the scrutiny 
of commissioners unchallenged. Why strain at a gnat and swallow 
a camel ? 

This undervaluing operates unfairly as between one company 
aud another. We can easily conceive of two companies, each, 
by the current method of valuation, possessed of a surplus of 
half a million dollars, the policy reserve in the case of one being 
$50,000,000, and of the other being $5,000,000. The general 
public would say that the larger company is the stronger, and 
would give their preference to it accordingly ; whereas, if the 
reserve were correctly computed, it might be found that the 
smaller concern has a surplus of $400,000 beyond the reserve and 
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other liabilitieo, whilst the larger one is not merely devoid of sur- 
plus, but is deficient in the reserve required by law, to the extent 
of half a million dollars^ This is an extreme case, but it exhibits, 
though in an exaggerated degree, the injustice of present practice 
as it affects various companies relatively. 

Another kind of injustice is thereby done to policy holders. 
Policies continually lapse or are surrendered, for which the offices 
allow and pay either cash or its equivalent in assurance. The rate 
of such allowance is based usually upon the reserve in each case, 
and varies from seven- tenths to nine-tenths thereof, according to 
stipulation or agreement. The amount of the policies, exclusive 
of annuity bonds, issued in 1889 by the thirty offices before 
referred to, after deducting the amount " not taken," was 
$747,000,000. The amount lapsed and surrendered during that 
year was $270,000,000, being more than thirty-six per cent, of 
the amount issued. Nearly $12,000,000 in cash, or its equiva- 
lent, was the sum paid for surrendered policies. Without going 
further with figures, it is easy to see that the undervaluation of 
their surrendered policies caused a loss to the holders of several 
hundred thousand dollars in a single year. With the expansion 
of the business, this annual loss is rapidly growing. 

The present method of valuation is not merely wrong in itself, 
and unjust to the companies and the policy holders, but appears 
to be contrary to law, where the law requires the commissioner to 
" value net premiums only." Surely the true intent and meaning 
of this must be that he shall value the net premiums for the obli- 
gation assumed, and not the net premiums of an imaginary policy- 
obligation, or one antiquated by half a century's disuse. The 
fact that the laws on this subject were made long after this 
ancient policy was discarded, and that not more than half a 
dozen of the offices in this country which are open to-day ever 
issued such a policy, is confirmatory of the correctness of this 
view. 

It is not the object of this article to discuss the question of 
the best or easiest method of rectifying the error under considera- 
tion, but rather to show its existence, size and need of cure. Two 
methods of cure are obvious. One is to increase the total endow- 
ment-assurance policy reserves by one per cent., and the total 
reserves on other policies by two per cent. This is very easily 
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done, if eDdowmeDt-assurance policies and annuity bonds be sepa- 
rately listed, and the result will be sufficiently accurate for all 
practical purposes. The other and more exact method would be 
to make use of valuation tables based upon the true net premiums 
for policies payable at death. It is not necessary to have addi- 
tional sets of tables for policies payable one, two or three months 
after death, because, if any company's policies be so payable, the 
total reserve, computed as if the benefit were payable at death, 
needs only to be multiplied by the present value of a unit due 
one, two or three months hence, as the case may be, in order to 
give a strictly accurate result. 

Hitherto we have been considering the error arising from a dis- 
regard of the time when the benefit is to be paid. Let us now 
ascertain what error comes from a want of proper regard for the 
terms of payment of the premium. If the premium be semi- 
annual, quarterly or weekly, there will be, in the year of death, 
on a rough average, a loss of premium by the office, in the first 
case, of one-quarter of a year's premiums ; in the second, of three- 
eighths ; and in the third, of about one-half. This loss the office 
must be compensated for, either by an increased premium or other- 
wise. Increased premium produces increased policy-value. Now 
policies usually stipulate, in the case of semi-annual or quarterly 
premiums, that the deferred instalments, unpaid in the year of 
death, shall be collected by deduction from the benefit. Hence 
deferred premiums are cou.ited in the assets of companies, they 
being certainly collectible. Hence, also, neither the premium nor 
the reserve is raised on this account, and the values may be taken 
from annual-premium valuation tables, with sufficient accuracy. 
But weekly-premium policies contain no such stipulation, and 
there is no deferred premium. Therefore, to make up for the 
loss in the year of death of nearly a half-years premiums, the 
premium rate must be increased, and the policy-value will become 
correspondingly greater. 

These policies are usually valued, if my information is cor- 
rect, by taking the ordinary tabulated values of annual premium 
policies, at the end of each year's duration, for the values of these 
at the same periods, and then interpolating between these ter- 
minal values for intermediate dates. At the beginning of the 
first year the value is, or may be, called nothing, because one 
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week's premium is so small. Leaving out of sight for the pres- 
ent the time when the benefit becomes payable, let us examine 
how far this method leads us astray, solely because the correct 
weekly premium for the same benefit is not valued. The fol- 
lowing table shows the net annual premium at various ages of a 
policy for $1,000, maturing at the end of the year of death, and 
in the adjoining column the sum of a year's weekly premiums for 
the same benefit, together with the difference, and the percentage 
of such difference : — 



Table 3. 



AGE. 


Annual 


A Year's Weekly 


Dlfferenee. 


Excess 




Promtum. 


Premlnms. 




Per Cent. 


10 


110.430 


f 10. 688 


f 0.258 


2.47 


20. 










12.951 


13.289 


.338 


2.61 


30, 










16.972 


17.450 


.478 


2.82 


40, 










23.677 


•24.428 


.751 


3.17 


60, 










35.776 


.'57.141 


1.365 


^.82 


60, 










57.556 


60.435 


2.879 


5.00 


70, 










98.203 


105.391 


7.188 


7.32 


80, 










176.098 


197.533 


21.435 


12.17 


90, 










363.888 


461.165 


97.277 


26.73 


96. 










592.713 


916.683 


323.970 


54.66 


99, 










961.538 


2,637.951 


1,676.413 


174.35 



The difference ranges from about two and one-half per cent, 
at the youngest age to one hundred and seventy-four at the eldest." 
And it arises wholly from the loss of about half a year's premium 
(more at advanced ages), and interest thereon, which each death, 
on an average, causes. 

As before, let us now see what different results are arrived at, 
in policy-values, by disregarding the weekly-payment feature of 
these contracts. Below are shown the true values, after various 
durations, of a weekly-premium policy for $1,000, issued at age 
thirty-five, and payable at the end of the year in which the life 
fails ; and, beneath these, the values brought out by the common 
method. 
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Table 4. 



Years' Duration, 


1 


10 


SO 


80 


40 


50 


60 


•5 


True values, . 
Valaes in vogue, . 


$11,596 
11.481 


$134,765 
133.412 


$304,420 $489,599 
301.347 484.638 


$661,784 
655.010 

$6,774 
1.08 


$801,687 
793.306 


$918,107 
907.588 


$1,000,000 
1,000,000 


Difference, 
Di£Ference per cent.. 


$0,115 
1.00 


$1,353 
1.01 


$3,073 
1.02 


$4,961 
1.02 


$8,381 
1.06 


$10,519 
1.16 


$0,000 
0.000 



The above shows a pretty uniform deviation of about one per 
cent, from the true values, due exclusively to the fact that the 
correct weekly premium is not valued. On endowment assurances 
doubtless the rate of deviation would be the same. 

Inasmuch as weekly-premium policies are payable immediately 
on receipt of proof of death, there is in their treatment a double 
error ; namely, the one due to a disregard of the date when the 
benefit is payable, and the otheu* to a disregard of the dates when 
the premium is payable. The following table exhibits the com- 
bined error, in valuing a policy of $1,000 issued at age thirty-five, 
payable at death, and in force for the number of years specified. 



Table 5. 



Years' Duration, 


1 


10 


SO 


80 


40 


SO 


60 


65 


True values, . 
Values in vogue, 


$11,827 
11.481 


$137,438 
133.412 


$310,477 
301.347 


$499,389 
484.638 


$675,152 
655.010 


$818,223 
793.306 


$938,827 
907.588 


$1,026,597 
1,000.000 


Difference, 
Difference per cent., 


$0,346 
3.01 


$4,026 
3.02 


$9,130 
3.03 


$14,751 $20,142 
3.04 3.08 


$24,917 
3.14 


$31,239 
3.44 


$25,697 
2.56 



Sixty-five years bring the assured to age one hundred, an age 
to which none of the lives, in the mortality table to which refer- 
ence is had, attains, the last life failing at age ninety-nine years, 
four months, eight days. When the final premium is paid, at the 
beginning of the week of death, the difiPerence arising from the 
weekly payment of premium vanishes, and at the end of the year 
the difference remaining is merely the interest accumulated on the 
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benefit which matured nearly eight months before. (See Table 2, 
column headed 65, for this identical difference.) 

Thus it appears that, in treating these policies in the usual way, 
the reserve brought out is at least three per cent, below the true 
value. Endowment assurance policy- values would show an aver- 
age deficiency of about two per cent. , but comparatively few such 
policies are written on the weekly-payment plan. If a company 
carry $200,000,000 whole-term assurance, averaging issued at age 
thirty-five and in force ten years, the amount of the variation from 
the true policy-value would be $800,000 ; or, if in force for five 
years only, the variation would be about $368,000. 

The business of the offices operating on this plan has been 
established but a few years, and is rapidly expanding. The 
increase in the amount, and especially in the duration of the 
policies, will result in a heavy ratio of annual increase in the 
policy-values, and the double error herein pointed out will soon 
grow to large dimensions in particular cases. 

As in the case first discussed, rectification is easy in two ways ; 
namely, either by adding two per cent, to the endowment assur- 
ance reserves and three per cent, to the total reserves for other 
policies, or by constructing tables based upon the true net premi- 
ums, which premiums are best derived from the exact values of 
weekly annuities-due. 

If the assumptions in the premises be correct, I have demon- 
strated to you that in this country, at the present time, all poli- 
cies, save only simple endowments, are erroneously valued ; that 
the errors do not counterbalance each other, but are in one and 
the same direction, — that is to say, in defect; that these short* 
comings range from one to three per cent, of the reserve, accord- 
ing to kind ; that in the aggregate they exceed, in the case of 
thirty companies, the sum of $10,000,000 ; that their uniformity 
in each class of policies is such as to allow of their easy rectifica- 
tion ; and, hence, that they ought to be rectified. That policies 
should be valued according to their terms, is a self-evident prop- 
osition. That they will be ere long is as certain as that correct 
practice will supplant false. " Magna est Veritas et prevalebit," 

On motion of Mr. Ellerbe, the paper was referred to the 
committee on rate of mortality and interest. 
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The next paper in order was that of Mr. Harvey, as fol- 
lows ; — 

Concerning Reserves. 

Nineteen years ago last May the first session of the National 
Insurance Convention was held. At the opening of that session, 
the president, Hon. Geo. W. Miller, superintendent of the insur- 
ance department of New York, stated the object of the assembly 
to be : 1 . The consideration of matters within the discretionary 
powers of the heads of the departments, such as ihe forms of 
statements, the credit to be given to official certificates, the 
adoption of an insurance nomenclature, etc. ; and, 2. The con- 
sideration and recommendation of such subjects of legislation as 
the adoption of a uniform system of computing the reserves or 
policy liabilities for insurance companies, the State deposits, 
modes of taxation, investments, dividends, character of assets, 
and '' how to bring about, generally, the broadest uniformity, 
simplicity, security and reciprocity" of the system of supervision. 

Following that and other of the early sessions of this body, the 
important matter of uniformity of statement blanks was accom- 
plished, and in all matters of the interchange of official courtesies 
which have been within the discretion of the departments, so much 
has been done that there is now little to be desired. But, where 
legislation has been looked to, the case is now nearly as bad as it 
was then. 

Too great facility in the formation of companies was one of the 
evils then existing. The "hard times" following the black Fri- 
day of 1873 checked that evil for a time. A greater evil was the 
multiple privileges which companies, under general laws, could 
take upon themselves. In many of the States that evil was 
checked by a rigid classification of the kinds of insurance a 
company might do, and following such action there came a 
period during which not more than two or three companies could 
be found which had a charter privilege of doing more than two 
kinds of business. But to-day we are confronted by existing 
companies and a number of proposed ones which essay to make 
not only three or four kinds of insurance, but those of the most 
incongruous nature ; as witness the issue of administrators' bonds, 
and policies of indemnity against steam-boiler explosions. Under 
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the co-operative, or miscalled charitable and benevolent craze, 
companies have been formed to create marriage endowments, to 
build churches with insurance attachments as well as the inevi- 
table mortgage, to accumulate children's educational funds, to 
indemnify owners for loss of horses, cows or hogs, and farmers 
for failures of crops. Maryland has recently chartered a stock 
company to do almost every sort of business it may ask for, 
except life insurance. The mutual lire companies have discovered 
a way of carrying on extensive joint-stock business without a dol- 
lar of actual cash capital. In every direction crafty men are to 
be found busy with efforts to evade the laws as they are, or with 
plausible pretences working upon the ignorant legislator to get the 
laws changed so that their selfish ends may be accomplished. If 
the disposition of the times is permitted to control the law-making 
power, we may soon witness the spectacle of the early part of the 
last century, when there was scarcely an aspect of human affairs 
in which there was an element of uncertainty, which was not the 
subject of an insurance wager. 

Conspicuous among the failures of legislation has been the mat- 
ter of providing for the accumulation of material out of which to 
establish some better rule of ascertaining the proper reserves for 
insurance other than life. It was agreed in 1871 that there should 
be " a uniform standard or system of computing the reserves or 
policy liabilities of life, fire and marine companies." Fidelity, 
real-estate title, plate-glass and other casualty companies were 
not then born in this country. But the old rule of thumb was 
perpetuated. "Fifty per cent, of premiums on unexpired risks 
having one year or less to run, and a pro rata of premiums for 
longer periods," may be the law in all the States and Territories, 
yet such a law does not make a uniform standard. It simply 
makes, for companies having equal volumes of premiums for equal 
terms of insurance, exactly equal items to go into liabilities ; but 
it is not a standard reserve^ if the amounts at risk and the char- 
acter of the risks have anything to do with the matter ; and it is 
not wide of the truth to say that those two elements have all to 
do with it. When a strong company puts a premium of twenty 
dollars for one thousand of insurance against a certain hazard for 
one year, and a one-horse concern across the street writes on a 
similar risk for five dollars, the two companies are not subjected 
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to a uniform standard of reserve, when the insurance law cuts 
these premiums in two, and charges the first ten dollars and the 
second two and a half. The character of the risk means some- 
thing in such a case, and the mere amount of the premium nothing 
whatever, unless, by tabulation of experieuce and exact mathe- 
matical deduction, it has been shown that there is a defined rela- 
tion between premium and amount written, and not the relation 
between a catch conundrum and its answer. It is only a repeti- 
tion of truisms which have been stated over and over again for 
years, to point out the failure of the laws in this regard ; and it is 
only a further repetition to say that the want of a system of 
reserve for fire insurance is in a great measure due to the com- 
panies themselves. At the meeting of this Convention in Chicago 
in 1875, this subject was made the matter of prolonged discus- 
sion ; and the hope was then expressed that the fire insurance 
companies would take measures to collate their experience, and to 
arrive at some definite conclusion as to a proper reserve based on 
some other element than the premiums received. But a distin- 
guished oflScer of one of the great companies cut short the dawning 
hope by saying that the experience of his company was valuable 
only to itself, and could not be used to solve the problem of other 
companies. 

Quite as bad, although a more excusable, state of affairs 
obtains in respect to other kinds of companies. Excusable at 
present in the cases of tornado insurance, accidents to things, 
fidelity and title insurance, because there has not been time 
enough, since the establishment of such companies in America, 
to give them a comparable experience. 

If the companies want the present inequitable conditions to 
continue, they might be permitted to have their own way if they 
were to be the only victims. But, if State supervision is worth 
anything as a protection to the public in respect of fire insurance, 
it is worth while to ask of the Legislature authority and means to 
gather and classify such data as will enable the insurance depart- 
ments to determine some of the questions involved understand- 

ingly. 

But it is in life insurance that the greater evil lies, in the 
statutory rules of valuation. At the convention of 1871, both 
spring and fall sessions, the subject of State valuation of life- 
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insurance policies was discussed by experts and laymen, by 
representatives of mutual and stock companies, by advocates of 
high and low rates of interest and of gross and net methods. 
There was a unanimous conviction that the prospect at that time, 
under the existing inflation of values, had a dangerous aspect, but 
where or how soon the wrecks were to begin no one dared predict ; 
and yet no member, nor the committee to which was given the 
matter of devising the skeleton of a uniform insurance law for all 
the States, seemed to think it worth while to suggest immediate 
legislation under which, if the storm did burst, some of the craft 
might be saved. In the law which was proposed at the fall 
session, a section looking to the possible recovery of an impaired 
company was incorporated ; but subsequent events have shown 
that its application would have been a remedy to kill, not cure. 
The only thing which has Come to pass since 1871, in the direction 
of supposed uniformity, has been the adoption by nearly all the 
States of the combined experience table of mortality, with four 
per cent, interest as the standard for net premium valuation. The 
law is on a par with the attempts which governments formerly 
made to fix a standard for bread. So much bread for a sixpence 
was a statutory provision, but no stipulation as to the quality of 
the bread. So much a dozen for eggs is the rule among market 
gardeners. But a numerical valuation of eggs is not a standard 
for avoirdupois, and it makes a difference to both purchaser and 
poulterer whether the eggs are common barn-yard or Plymouth 
Rock. Uniformity of reserve or standard value, to be just to all 
parties, must be fi'om the stand-point of value of the seller as well 
as the buyer ; as considered by the company as well as by the 
State. 

It is a universally agreed proposition that a net premium 
valuation is not, what it ostensibly stands for before the public, a 
test of solvency. Yet every year the companies come up smiling 
with certificates of valuation, and go out to the public with official 
documents apparently endorsing their solvency and safety. Net 
premium valuation only determines a present condition, that con- 
dition being whether the company is or is not able to meet its 
obligations of to-day ; and it comes no nearer to determining 
what may be its condition in the future, even next week, as a 
matter of certainty, than it tells what was its condition ten years 
ago. 
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Here I desire to state — what I have good reason for believing 
in one ease, and knowing the facts in the other — two results of 
net valuation methods. The St. Louis Mutual Life Insurance 
Company in 1873 was forced to the wall by net-premium valuation, 
and had to submit to the alternative of being re-insured, or of an ap- 
plication to the court for a decree of dissolution. It chose the first ; 
the minnow swallowed the whale, and the result was disastrous 
for the minnow. Had the law been so that the actual condition 
could have been considered, the St. Louis Mutual might have 
been thriving to-day. On the day of its forced re-insurance it 
was not insolvent, meaning thereby its condition as to its contracts 
for the future. 

The other case is that of the American Life Insurance Company 
of Philadelphia. That company has shown a surplus of assets, 
over reserves and accrued liabilities except capital, every year up 
to 1890. Yet it has been in a desperate condition, if not actually 
insolvent, at any date since 1876 ; and would have been so ascer- 
tained if the laws of the State of Pennsylvania, or of any other 
State, had permitted a valuation of its assets as well as liabilities 
upon any other theory than the net- premium fallacy. The insur- 
ance department of Pennsylvania is not to blame for the result. 
Wherever the laws have defined the net-premium valuation, the 
following wording substantially occurs: ''The net value of a 
policy at any time shall be taken to be the net single premium 
which will at that time effect the insurance, less the value at that 
time of the future net premiums." Doubtless that definition is 
true, but there should be a modification. I do not recollect that 
the Islws anywhere provide for, nor do the department actuaries 
always consider, the commutation clauses of the contracts. 

I know of a case where the commutation clause provides for a 
paid-up policy on lapse of premium to the sum of the premiums 
paid, — no deduction for dividends. The face of the policy is 
$1,000. One thousand dollars is the amount contracted to be 
paid if the insured dies during any half year for which the semi- 
annual premium shall have been paid. But, if he lapses his 
premium when next due, he can demand and his contract requires 
his company to give him a paid-up policy for $1,560, — fifty-six 
per cent, above the face of the original. There are no "ifs" or 
'' ands " about it, — the contract is absolute. 
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How is the policy to be valued ? As an increasing insurance ? 
If so, when is the Increase to begin ? How are the terms of the 
contract to be construed so that the rule laid down in the law 
can be strictly applied? As a running policy, it is $1,000; as a 
possible lapsing policy, its reserve value is greatly increased. 
But, if the possibility or probability of lapse is taken into account, 
the theoretical assumption is abandoned, and the practical condi- 
tion substituted, which is contrary to law. It is a case beyond 
the law ; the law, as it stands, cannot reach it. Nor is it a case 
singular. The commutation of whole life policies to sums of pre- 
miums paid was a form in common use twenty years ago and less, 
and there are a good many of those contracts on the books to-day. 
Not enough to disturb ordinary valuations, still enough to be con- 
sidered, if the exactness of mathematics is of value. 

But there is a general incongruity between theory and fact, in 
the net valuation standard. 

If, when a civil engineer has located a railroad upon a certain 
alignment, and has carefully made his estimates of all the cost of 
getting the road ready for traffic, his directory changes the loca- 
tion to a point four miles further on, by a different course from 
the initial station, and insists that one dollar and five cents shall 
be put into the work where he found that one dollar would be 
sufficient, and thereby the patrons of the road are deprived of the 
opportunity of reaching the terminus adopted at the original loca- 
tion, or the company becomes bankrupt, it would seem hardly 
fair to charge the disaster upon the engineer. 

But such an inconsistent course is pursued when the combined 
experience table of mortality is used in making valuations. 
Nearly all the companies used in computing their premiums, 
especially for participating policies, the American table of mortality. 
But the limit of the American table is age ninety-six ; of the 
Combined P^xperience, one hundred. The curves of the percent- 
ages of mortality are not the same ; from ages thirty-one to 
seventy-seven the companies are required to make provision for a 
greater death rate than that which they have lawfully assumed. 

It is very true that the difference in results of valuations on the 
same rate of interest by the two tables is not very great ; but the 
differences are there, and they are in the wrong place. The 
inexact method puts the burden of the over-requirement upon the 
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companies in the early years of their policies. When my chief 
used to send me out to set grade pegs, with an instruction to pro- 
vide for an earth slope of one and one-half to one, the stake had 
to be put six feet from the line of the road bed, if the fill was to 
be four feet. Six and three-tenths feet or five feet four would 
notdo, — it was to be six feet or nothing; and then, when the 
line was laid out upon the precise plans of the engineers, the 
business of measuring the contractor's work, comparing the outgo 
with the estimates and knowing the cost of construction, was 
easily and accurately done. 

Again, there is a sort of deception in the results of the net- 
premium valuation by the State in the matter of surplus. This 
question has been seriously asked. Why does the department 
permit a company to deceive its policy holders by showing a cer- 
tain surplus, when the insurance superintendent's report shows the 
surplus to be so much more ? The question grows of course out 
of the ignorance of the inquirer as to the reason of the discrep- 
ancy ; and the difference in surplus statements is only material 
when there is a difference, say as to four and four and one-half, 
in the interest rate in the valuation. But it is the persistence 
of policy holders which make companies solid; and, if they 
feel that they are tricked in public statements, they will not 
persist. 

Again, some companies are looking ahead to a further pos- 
sible decline in the average rate of interest receivable, and con- 
template the necessity of reserves upon the lower rate. This of 
itself will necessitate a modification of the laws. One company 
has already made the important move. Is it not right that the 
statute should take cognizance of the change, and give that com- 
pany the benefit of the step it has taken in the direction of greater 
security, and show its policy holders that it tells the truth when it 
states its surplus on its own safe terms ? 

There is another absurdity in our net- valuation system. Many 
of the States have non-forfeiture laws ; that is, they provide that 
after lapse of premium every policy shall become paid up in one 
form or another, and for a term and amount dependent either 
upon a portion of the net reserve, or upon the original limit of 
premiums contracted to be paid. In Missouri the lapse must occur 
after two years, in other States after three. Has this any other 
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meaning, in fact, than that, on the face of the law, a commutation 
shall follow a certain contingency ? Is it not capable of the fair 
construction, that the law itself makes of all policies contracts for 
temporary insurance only during one or two years, according as 
the limit of lapse is two or three ? The reply at firat thought will 
be No, because the company must be held to its net-premium 
provision for the policies during their first years, or it will not 
have the basis for the commuted policy which is prescribed. But 
the answer is wrong. The insurance is temporary, because no 
benefit is to accrue, after one premium in Missouri, after two 
in the other States ; and the real contract is that which the State 
makes ; to wit, temporary insurance, plus a continuing policy from 
the advanced age of the insured for the net premium due to that 
advanced age, and for a term reduced by the period of forfeiture. 
Construed after this manner, companies would be at liberty to 
chai*ge the extraordinary cost of procuring business to the first or 
first and second premiums, and put themselves at once in condition 
for the accumulation of their reserves, the maintenance of business 
and the creation of surplus beyond, and without drawing upon a 
real net premium not already mortgaged. 

I am not aware that any ofl3cer of a company, any actuary or 
any insurance department oflBoial has ever publicly complained of 
the incongruity between the fundamental assumptions of the pre- 
miums in use and the standard of valuation ; nor do I know of 
any company whose position is so hazardous as to require an 
application of any other rule of valuation than that which we have. 
But if State supervision is to be made effective, and thereby 
worthy of perpetuation, now (when the companies on one side of 
the line are all solvent) is the time to reform the standards wher- 
ever they are at fault, so that companies on the other side of the 
line can be reached, and the rule laid down under which the cor- 
porations can themselves be as sure of protection against thieves 
within and assailants without as the public may be of protection 
against the devils who sometimes operate under the livery of 
heaven. Somebody must start the reform. 

Notwithstanding Mr. Tabor's book, and the endorsements which 
it has received, I can conceive of but one system of life insur- 
ance ; and hold to the theory that all forms of benefit which in any 
way depend upon the contingencies of human life — in either 
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dying or living, or of order of survivorship — are to be provided 
for under one or another modifieatioa within that system. 

Ignorant and selfish legislation has afforded the means by which 
the country is now overrun with an infinite variety of schemes of 
plunder, under the sacred banner of life insurance. From the time 
of the first catch-as-catch-can co-operative down to the last modi- 
fication of Mrs. Howe's banking scheme, the Legislature of every 
State has been besieged by, and finally succumbed to, the demand 
that assessment and so-called mutual or benevolent associations 
should be relieved of operating under the laws regulating life- 
insurance business. Massachusetts held out nobly. Her states- 
men for a while rested upon a code of laws, adopted more or less 
with or without the advice of her insurance department, under 
which assessment insurance could be regulated as well as pro- 
moted. But selfishness and ignorance finally opened the door in 
that State, against the vigorous resistance of its commissioner ; 
and now adventurers with idiotic as well as fraudulent plans for 
plunder, under the form of life endowments, are turned loose, 
armed with the picture of a seal having in it a redskin in relief, 
— possibly symbolic of an intention to scalp incautious victims 
wherever found. A revision committee in my own State shaped a 
wholesome statute, and made it possible for the insurance depart- 
ment to protect our people from insurance charlatans ; and then, 
at the instigation of some lover of humanity, incorporated a section 
declaring fraternal societies, operating on the lodge system, beyond 
the jurisdiction of the insurance laws. And so to-day the Massa- 
chusetts Indian is out there with his ''lodge" and his bow and 
arrow, engaged in a vigorous hunt for the two grizzlies whose 
eflSgies are embossed upon the escutcheon of Missouri. 

The longer this kind of legislation goes on, the worse will be 
the condition when the evil days come. What can be the remedy? 
In the convention of 1871 Hon. Elizur Wright laid down the fol- 
lowing canon : — 

To decide whether a company is more likely to succeed than to 
fail in meeting the ultimate claim on its existing contracts, the 
following things should be considered : — 

1. Its present assets. 

2. The actual premiums receivable. 

3. The rate of interest that may be expected from the present 
moment till the latest claim becomes due. 
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4. The rate of mortality that may be expected. 

5. The range of the policies, or the chance that the average claim 
will be more or less than the average policy. 

6. The probable expenditure outside of policy claims. 

7. The effect of forfeiture and surrender. 

To which I add, because of changes of practice since 1871 : — 

8. The terms of the actual contracts in force, whether enlarged 
or modified by their own commutation clauses or the operation of 
State laws. ' 

Edwin W. Bryant, Esq., then actuary of the insurance depart- 
ment of New York, made substantially the same suggestion, but 
with more detail. He proposed that the table of mortality for 
State valuation should be the same as that used by the company 
in the computation of its premiums. 

As at that time there were none except "old-line" companies, 
it would be necessary to add, that, if the company did not use a 
mortality table, — or created one for itself, as one proposed to 
do, — the actuaries table should be used. 

This canon, with such amplifications as would be necessary in 
carrying it into a statute, will cover all sorts of companies, will let 
every honest and healthy one live to do useful work, but will 
smash with dishonor every one that ought to die. 

I have assessment companies in mind, as well as old line. We 
have assessment companies, the reserve-holding advance- premium 
ones that have come to stay. We have also a company founded 
upon the very canon enunciated by Mr. Wright, — the actual con- 
ditions of the business. It has come to stay. We have some 
also that ought to be damned, and that right quickly. 

But it is easy to propose. It will be hard work to accomplish. 
If the reform suggested, or any other, is worthy to be attempted, 
it only remains for this convention not to send the subject for 
consideration over to next year, but to put machinery in motion at 
this session to get the law makers to understand that life-insurance 
business is like no other business known to mankind ; that its 
benefits are of such nature, and, as to the bulk of them, to be 
realized so far off, that present regulation and supervision of the 
companies is a duty that cannot be evaded, if justice is to be 
done ; but that justice cannot be done to either promoters or 
patrons of companies, if one class is to be held to iron-clad rules 
of conduct, while another is to go scot free of any. 
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The first thing to do is to teach the advocates of assessment 
insurance that no law is possible to compel their companies to put 
up a reser\'e, unless the premium and benefit and condition of the 
benefit, which they have themselves provided for, require it. The 
next thing is to hammer into the heads of some of the bald-headed 
school of gentlemen who studied Pike's arithmetic seventy years 
ago, or are epitomes of the laws of the thirteen original States, 
that the old times have passed away, and that the radical differ- 
ences between then and now require radically different methods 
of treatment in pretty much all of the business affairs of mankind. 
In the matter before us we cannot change the multiplication table, 
but we can recognize and avail ourselves of valuable modern 
improvements in life insurance as well as in architecture. 

On motion of Mr. McEwen, the paper was referred to 
the committee on the rate of mortality and interest. 
The next paper was by Mr. Allan of Nebraska. 

Unauthorized Insurance. 

This perhaps is not a new subject for the consideration of the 
members of this convention ; and for some time to come unauthor- 
ized insurance will be a perplexing question both to the various 
State insurance departments and to all legally authorized and law- 
abiding companies, unless some radical action is taken to abate 
the growing evil. 

The companies which have complied with all the laws of a 
State, and have been authorized to transact business openly and 
above-board, paying all required fees and taxes, certainly are 
entitled to the protection of their rights against companies which 
have not in any manner complied with the laws, and are taking 
premiums, every dollar of which is a loss to the legally authorized 
companies, offering therefor a policy of doubtful security, which, 
in case of a loss, almost invariably results in disappointment. 

Some have raised the question as to what constitutes unauthor- 
ized insurance in the various operations of companies. Of course 
the question is plain in regard to some transactions, — that is, 
where companies send agents into unauthorized territory to solicit 
business, and where, in many instances, local agents, in order to 
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keep control of particularly large lines, negotiate for surplus insur- 
ance in unauthorized companies ; but, on the other hand, where 
the business is transacted by correspondence solely, as is practised 
by numerous fire, life and accident companies, where the policy is 
issued over the company's own counter, and mailed to the assured 
upon receipt of an application, such proceeding is held by some 
as not violating any law, although the company has not been 
authorized to transact business in the State in which the assured 
resides, or the property insured is located. This is a question 
leading to the rights of individuals ~and citizens, I believe the 
method of correspondence to be one of the principal avenues 
through which this line of business is conducted, as a large per 
cent, of insurance is thus obtained. When a way can be devised 
whereby this practice can be ultimately broken up, one of the 
most wholesome and *' deathly blows" will have been dealt this 
nefarious and pernicious business. 

Pennsylvania, by a law which was enacted by her Legislature 
in 1887, is endeavoring to put a stop to this evil. This law makes 
it a misdemeanor to insure in an unauthorized company, impos- 
ing a fine for the first offense, and imprisonment and fine for the 
second. 

"The Insurance Critic" of December, 1889, in commenting on 
this law, says that " it was understood to be aimed especially at 
the New England mill mutuals, which, without either paying the 
taxes that were imposed on the regularly admitted companies, or 
filing an annual statement, or appointing an attorney on whom 
process could be served, were securing large insurances on prop- 
erty in the State. The first case under the new law was that of 
the Commonwealth v, James C. Biddle of Philadelphia, owner of 
the Dark Run Mills, which were insured by the Cotton and 
Woollen Manufacturers* Mutual Insurance Company of Provi- 
dence, in July, 1887. The case was called in August, 1888, and 
by agreement a special verdict was taken in favor of the State, in 
order that the question of the constitutionality of the law, as 
raised by the defendant, might be argued before the higher court. 
In the following November the arguments on this point were 
heard by Judge Fell, who has now rendered his decision to the 
effect that the law is constitutional. A nominal fine of one hun- 
dred dollars has accordingly been imposed on Mr. Biddle. Many 
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property owners in the State are liable to prosecution for similar 
offenses. The result is of prime importance, indicating, as it 
does, a new degree of protection for companies that comply with 
the insurance laws, and a means of checking the intrusion of com- 
panies that seek to do an unlegalized and underground business. 
The decision is cheering to the former, and a warning to the lat- 
ter. The case, however, will probably be carried to the court of 
last resort. It is to be hoped that Judge Fell's decision will be 
sustained by the higher tribunal.** 

This case was argued before the supreme court on the 9th of 
April, 1890, but was not decided ; and on May 5, 1890, a re-argu- 
ment was ordered by the court, which will be had during the first 
week of January, 1891. Consequently, the decision of the lower 
court holds good, and we are advised that the law is not inopera- 
tive, but is proving a valuable acquisition towards checking the 
transactions of unauthorized companies in that State. 

In Ohio, last year, the arrest and conviction of agents procuring 
business for unauthorized companies (mill mutuals) resulted in 
several of the New England companies complying with the law, 
and becoming legally authorized to transact business in said 
State. 

The fact that underground and irresponsible companies are 
failing nearly every day, does not appear to deter the progress of 
their business, or prevent their policies from being accepted by 
property owners. 

In the Chicago "Tribune** of recent date appears a statement 
in regard to unauthorized insurance in Illinois. Thirty-five com- 
panies illegally transacting business in that State failed during 
the past year, making void $400,000.00 in risks and $8,000.00 
in premiums. Among these companies were the Pierre, Inter- 
state Mutual, American Mutual, Seattle, Kanawha, Arlington, 
Citizens of Memphis, Kansas, Home, Topeka, and the American 
Banking and Insurance Company. Doubtless many of the policy 
holders in these companies have not yet learned of the failure of 
these institutions, and will never know that the policies they hold 
are worthless, until a loss occurs, and then will follow the " old 
story.** 

Where the agent or broker places insurance in unauthorized 
companies, the decision rendered by the supreme court of Tennes- 
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see in Janaary last, in the case of Morton v. Hart et a/., holding 
the agent or broker who placed the insurance liable to the assured 
in case the loss could not be collected from the company, will 
doubtless have a salutary effect upon this business. The view of 
the courts, as inferred from this decision, is to the effect that the 
statute regulating and prescribing the conditions upon which a 
company may be admitted to a State is for the protection of .its 
citizens and policy holders, and offering redress in its courts 
should it become necessary. The prospect of an agent or broker 
being obliged to contribute a portion of his " hard-earned" accu- 
mulations towards the payment of a loss, in case tiie company he 
has iacted for fails to indemnify the assured, is not very 
encouraging, and will have a tendency towards the discontinuance 
of this business on the part of the better class or more reliable 
and responsible agents and brokers, when this law becomes 
generally known. 

In nearly every class of business (and insurance offers no 
exception) there are irresponsible and unreliable persons. To 
such this law will be of no avail in regard to making good a loss. 
However, the penalty can be rigidly enforced. 

In looking over the various laws of the different States, and the 
numerous ways suggested by which this unauthorized business 
can be prevented, one is almost at a loss to determine the most 
desirable course to be pursued. 

As a rule, the comments by the insurance press, which are 
usually from an equitable stand-point, and from a source of more 
thorough knowledge of the practical workings, benefits, advan- 
tages and disadvantages of a law in connection with the insurance 
business, are to a certain extent nearer correct, or, in other words, 
safer ultimately to follow. By these we are directed to the many 
wild organizations styling themselves insurance companies, which, 
doubtless, should they confine themselves to the territory in which 
they are legally authorized, might in a certain measure furnish 
reliable indemnity. 

The only effective way to eradicate a wrong is to proceed 
directly at its source ; and where is the source of this business ? 
Is it not almost entirely with the companies? When all wild-cat 
and unreliable insurance companies are annihilated, then will the 
troublesome and vexatious questions of unauthorized insurance be 
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no more. If such companies can be legally restrained, their 
brokers and agents will be out of a job, excepting those for 
legitimate companies. This, however, is a " consummation for 
which we may devoutly wish," but for some time to come it will 
not be realized. 

It seems hardly necessary for me to discuss the evil results of 
this business ; nearly everything has been said that can be said, 
and I would only be reiteriating what you have heretofore many 
times heard ; therefore I will confine myself principally to discuss- 
ing how and by what method this business can be reduced to a 
minimum, or finally checked. 

It is gratifying to note that most of the commissioners, in their 
last annual reports, have not been unmindful of this subject, 
which, however, leads one to believe the business is being aug- 
mented at least to such an extent as to attract an increased 
attention yearly from those having in charge the execution of 
the laws in the various States ; and when giving the methods 
employed by these unauthorized companies a large per cent, is 
attributed to correspondence, and consequently cannot be reached 
by the supervising oflScer. 

It has been suggested by numerous commissioners in their 
reports, — and the suggestion is deserving of careful consideration 
by this convention, — that oflScers having in charge the supervision 
of insurance in their respective States cannot watch too closely 
the conduct of local companies. When it is established without 
doubt that any of them are transacting business outside of author- 
ized territory, to take immediate action against this business, or, 
if necessary, to revoke the certificate of authority. 

It has frequently been asserted that, where a company has 
complied with the laws of its own State in every particular, the 
authorities have no jurisdiction over its conduct or business out- 
side ; or, plainly speaking, the company has a right to do as it 
pleases. This is true to a certain extent ; that is, as long as it 
transacts business in a legitimate manner, complying with the 
laws of the States in which it operates. 

It is an established fact, that, where a fire-insurance company 
transacts unauthorized business, it inevitably becomes burdened 
with a poor and hazardous class of risks, what is generally 
termed as "slop-bucket" business, usually at inadequate rates; 
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consequently, its existence is only a question of time. Is it not 
obvious to all that whenever a company branches out into this 
kind of business it is hazarding its liai)ility to the policy holders of 
its own State? 'and is this not sufficient ground for action on the 
part of the authorities, either to stop this business or revoke the 
certificate of authority issued to such company ? 

Kansas has furnished us an admirable and successful illustra- 
tion of this method of procedure against local companies transact- 
ing an unauthorized business outside their home States. 

Concerning life and accident companies, the transacting of 
business in unauthorized territory does not work the same result 
to the company as that of fire business ; but, on the other hand, 
the assured is the most directly interested party in the transac- 
tion. 

The life insurance company has the opportunity and benefit of 
examinations, etc., and, in issuing a policy on the life of a person 
residing in unauthorized territory, assumes no extra risk. The 
assured, however, is dealing with a foreign institution, one which 
has no legal representative in his State, and is in tlie dark as to 
the company's real financial standing and responsibility. Should 
he meet with a loss, and it becomes necessary to commence pro- 
ceedings at law, there is no person in his own State authorized to 
accept service in behalf of the company ; nothing for him to do 
but to await the company's will in the matter. 

Jt cannot be said that unauthorized business by life and acci- 
dent companies leads to their inevitable detriment and downfall ; 
therefore the proceeding against them for transacting such busi- 
ness cannot be on the same grounds as affecting fire-insurance 
companies. The larger part of this business is transacted by cor- 
respondence ; and how frequently, in hotels and other public 
resorts, do we see the blank applications of some assessment 
accident association scattered around in convenient places. The 
applicant fills out one of these, mails it to the company with the 
required fee, receives his policy, and everything runs on smoothly 
until he has a loss, and has received a compromise offer from the 
company. Then he forthwith writes the insurance department of 
his State, usually displaying hot haste and ill-temper, inquiring 
into the financial standing of the company, and who is authorized 
to accept service of process for such company in his State ? It is 
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unnecessary to remark that he is surprised upon receipt of the 
information that the company had never complied with the laws, 
and of course was never authorized to transact business in the 
State, and therefore has no legal representative. This is an 
occurrence which doubtless you are all familiar with. 

The question arises : What is the proper or most desirable 
method to be pursued in abating this class of business? 

Of course, the decision of the supreme court of Tennessee con- 
cerning the liability of the agent will have a limited effect upon 
the business thus obtained. 

It is safe to assume, however, that the unauthorized business, 
as conducted by the many assessment life and accident companies, 
can be eventually checked only by the most radical laws, which 
will have a tendency to infringe upon the rights of individuals to 
a marked degree ; therefore, as this appears to be an unavoidable 
result, why would it not be better to have laws admitting certain 
classes of these companies under rigid restrictions, where they 
would be under the control of the department, thus rendering some 
protection to the resident policy holder ? Doubtless all or most of 
these companies have been legally organized in their own States, 
and as long as they exist you will find individuals ready to accept 
their policies. 

A great deal of this underground business which is being trans- 
acted by this class of companies is not on account of these com- 
panies desiring to evade the laws, but because they are unable to 
comply, or there are no laws by which they can be admitted and 
conti oiled. I maintain, therefore, that it is far preferable for 
these organizations to be restricted and supervised under a reason- 
able law, than to surreptitiously transact a business which so fre- 
quently results in dissatisfaction and disappointment. 

In regard to unauthorized fire insurance, it seems to me the 
remedy is almost absolutely in the hands of the various depart- 
ments, — a close watch of the conduct and business of local or 
State companies. 

The paper was referred to the committee on laws and 
legislation. 

Mr. Ellekbe, At the last convention of this body, I 
offered the following resolution : — 
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Resolved^ That the State commissioner or superintendent of 
insurance should exclude from his jurisdiction any mutual fire- 
insurance company of another State which within his knowledge 
takes premium notes for business done in other States without 
authority of law, or which takes a premium note which is not 
assessable, or by any agreement is not to be paid at its maturity 
or deducted from the amount of claims for fire loss. 

That went over after some discussion last year, and if it 
is the proper time I desire to take it up now. There is one 
part of that resolution about which I can conceive of no mis- 
understanding, and that is the first portion, which asks that 
every commissioner of insurance exclude from his jurisdic- 
tion mutual fire-insurance companies doing business in 
other States in which they are not authorized to do business. 
The latter part of it may not be applicable to the laws of 
some of our States, and that is the portion of the resolution 
for which a steady head and a firm hand is needed, so that I 
will confine myself to that. What I have to say is, first, to 
that portion of the resolution which recommends that a 
company be excluded, which within his knowledge takes pre- 
mium notes for business done in other States without author- 
ity of law. As was stated by Mr. Harvey, in his paper, the 
mutual fire-insurance companies seem to have contracted to 
do a stock business without capital. Their assets, as is well 
known, consist wholly of premium notes. Now, if these 
notes were taken in States in which the companies were not 
authorized to do business at the time, the notes so taken are 
absolutely of no value. It was decided by the supreme court 
of the United States some time ago, as you are aware, that a 
corporation of one State was not a citizen of another State, 
according to the constitution of the United States, and could 
not do business in another State, except by suflerance in 
accordance with the laws of the other States. Now, according 
to the laws of Missouri and other of our States, those notes 
are by statute decided to be absolutely uncollectible, and 
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have no value whatsoever. It was deemed advisable to 
require all mutual fire-insurance companies org^anized under 
the laws of Missouri, or of some other State doing business 
in Missouri, to report the number of note^ they had in 
States in which they were not authorized to do business. 
Some declined to make that statement, on the ground that 
it was impossible for them to do so. Suffice it to say we 
got the information, some giving it readily and some not so 
willingly. This disclosed the fact that twenty-five per cent, 
of the notes were taken in States where they were not per- 
mitted to do business, therefore twenty-five per cent, of 
their assets were absolutely valueless. Now, it is very well 
to SHy, as some of these gentlemen do, '* Oh, you can go in 
there and collect." Now, the proof of the pudding is in the 
chewing of the bag I tell you absolutely you can't do it, 
for we have tried it several times. Therefore, I don't con- 
cede any question but that the first part of that resolution 
ought to be accepted and radically adhered to, to exclude 
these companies from doing that thing. " To exclude from 
his jurisdiction any mutual fire-insurance company of 
another State, which within his knowledge takes premium 
notes for business done," etc. 

Now, as to the other part of the resolution which takes 
out the premium notes, which are not assessable, or by any 
other agreement are not to be paid at their maturity, or 
deducted from the amount of claims for loss. If mutual fire 
insurance means anything, it means that those notes ought 
to be assessable, and that the amount of each assessment as 
paid ought to be credited on the notes. I am informed that 
the majority of the mutual fire-insurance companies take 
notes which are nothing in the world but deposit notes ; that 
the annual premiums which are paid are not put on the 
notes, but are paid as annual premiums ; and that the amount 
so paid is never credited on the note. And there the note 
stands at the end of the time for which the man was to be 
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insured, the same amount as at the beginning. Now, these 
premium notes that are extended, to-day stand in lieu of the 
capital stock of the company ; and, when you consider that 
one-fouith of these notes are of no value whatever, I think 
it is full time that some steps should be taken, which will 
also exclude radically any note of that kind from the assets. 
I can't conceive that we can stand still and let this thing go 
on. Let these companies slip in and get the business, if they 
can ; but I believe that disastrous results will be the termi- 
nation of the existence of companies doing business in this 
way. Therefore, I think it would be proper on the part of 
this Convention to adopt that resolution as it stands. 

Mr. Cheek. 1 heartily endorse this resolution. The 
commissioners don't always know what is going on among 
the companies. 

Mr. SciiWANBECK. If every insurance commissioner would 
take it upon himself to send a circular to all other commis- 
sioners, referring to this matter, it would be a great assist- 
ance. 

Mr. Cheek. I intended to have said that last winter I 
made a visit to the departments of Indiana, Illinois and 
Minnesota, and by correspondence tried to induce them to 
agree to compel all these mutual companies to have fifty per 
cent, as a reserve. I wanted them to go further, and insist 
that they keep fifty per cent, of the cash premiums as a 
reserve ; fifty per cent, of the cash collected on assessments. 
They all agreed to do it ; but, when the first of January 
came, they said that they hadn't nerve enough to stand up to 
that agreement. 

Mr. Allan. It seems to me that we are getting down to 
the point. We in Nebraska have no laws in regard to mutual 
fire-insurance companies, and the largest part of the busi- 
ness has been conducted by companies from other States. 
We are acquainted with the Oshkosh mutual. I heartily 
endorse what has been stated. 
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Mr. BiLLiNGSLEA. We have a law that mutual companies 
can't write insurance on property outside of the State, and 
we have got rid of all of them. 

Mr. Sprague. The strongest, safest mutual companies 
that I know of are in the States of Massachusetts, Rhode 
Island and Connecticut, — companies with half a million 
dollars cash assets. The only time that I know of these 
companies having to assess their premium notes was at the 
time of the Boston fire. This enabled them to continue in 
business right along. There is no maturity to these notes 
I speak of. These companies have been going on for forty 
years, and n^ver but once have they made assessments on 
these premium notes. 

Mr. Ellerbe. My motion was on the first part of the 
resolution, to which I confine myself at present, and move 
its adoption. 

Mr. Harvey. I ask that the latter part of the resolution, 
after the word " law," be stricken out. 

Mr. McEwen. The questions over which this resolution 
has raised a discussion have been generally disposed of; 
but there are several questions that occur to me now that 
might be of very great benefit, and I want to take each one 
of these, and just state what it is. In the first place, our 
committee on blanks has no business at present, that I 
know of. My observation has led me to the conclusion 
that, in the ditterent States here in the West, nearly all 
have a dlfierent kind of a blank for the mutual fire-insur- 
ance companies. I thought this committee might be furnished 
with a nice little job in preparing these blanks, as has been 
done with the other blanks. In drawing the form for these 
blanks, I put in two questions; one of them was in regard 
to what States the company was legally admitted to do 
business in. The next one was. In what States to which it 
has not been admitted is the company writing business ? I 
never got any answer to these questions. 
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I apprehend thnt great good will come out of this resolu- 
tion. That is all I have to say on that point. There is still 
one other matter ; that is, when it comes down to the ques- 
tion as to whether this resolution can be enforced in the 
State of Ohio. I think it can. In the case of a mutual 
insurance company located in the Mississippi valley, the 
courts held that, after all the other questions were out of 
the way, in regard to the application of mutual insurance 
companies for admission, there still remained a discretion 
with the superintendent ; and, if he exercised that discretion 
properly, there was no appeal not even through the supreme 
court ; but they modified that by saying that we must not 
abuse that discretion. 

I think the whole question of the authority of the Ohio 
superintendent to enforce this resolution turns upon the 
question as to whether a lot of premium notes, taken in 
States where the companies have^ no authority to write 
insurance by law, which can't be collected by law, is suf- 
ficient reason why he should not allow such a company to 
do business. We have about twenty-two of these com- 
panies doing business, incorporated and authorized in the 
State of Ohio, and they are now doing two kinds of mutual 
insurance. One of them is the old premium-note system. 
There have been a number of failures in the history of the 
past ten years among them. The trouble with these mutual 
fire-insurance com{)anies has been of varied kinds. They 
have suffered for the same reason that any other company 
suffers, — from mismanagement ; and those who have tried 
to have honesty prevail in their management have suffered by 
the odium w^hich other companies have brought upon theni. 

The motion to strike out the latter portion of the resolu- 
tion prevailed ; and, as thus amended, the resolution was 
adopted. 

Mr. Cheek. I am sorry to inform this Convention that 
Mr. Ruggles is seriously ill ; and I move that a resolution 
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of regret be made part of these minutes, and signed by the 
secretary and president of this Convention, and forwarded 
to him. 

Carried. 

Mr. Ellerbe. I ask now that the second part of the 
resolution just discussed, which was stricken out, be referred 
to the committee on laws and legislation. 

Carried. 

The secretary read letters from absent members, — J. O. 
Smith of Maine, R. A. Maxwell of New York, J. Fred C. 
Talbot of Maryland and R. M. Fooks of Delaware. 

Mr. Sprague. Mr. Fyler wished me to bring before the 
Convention the matter of reserves required of surety com- 
panies ; and on that I will read a few lines in the last report, 
which will explain his ideas in reference to this matter ; — 

The reserve to be required of surety companies upon a court 
bond or fidelity policy shoJld be at least eighty per cent, of the 
gross premium, to be held while the bond or policy is in force. 
This rule to obtain until experience has shown how much more or 
less than twenty per cent, of the premium should be deducted for 
the earned expense charge. 

I move that this be laid before the committee on reserves. 
Carried. 

The president appointed the following committees to 
report at to-morrow's session : — 

Executive. — Messrs. Ellerbe, Schwanbeck and Cheek, 

Laws and Legislation. — Messrs. McEwen, Coons and Sprague. 

Assets. — Messrs. Sprague, Billingslea and Bucklin. 

Blanks. — Messrs. Luper, Cheek and McEwen. 

Rate of Mortality and Interest. — Messrs. Kinder, Harvey and 
Allan. 

Miscellaneous Affairs. — Messrs. Cheek, Ellerbe and Schwan- 
beck. 

Guarantee Insurance Reserve. — Messrs. Harvey, Sprague and 
Kinder. 
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Pldce and Time of Next Annual Meeting, — Messrs. Ellerbe, 
Allan and Sprague. 

Nomination of Officers, — Messrs. Cheek, McEwen and Kinder. 

The Convention took a recess until 9 o'clock, Thursday 
morning. 



SECOND DAY. 

The President. The first business in order is to hear the 
reports of some of the committees that were appointed yes- 
terday, or to whom special matters were referred. We had 
two special committees, one on time and place of the next 
Convention, and one on the nomination of officers. 

Mr. Cheek. The committee appointed on the nomination 
of oflScers for the ensuing' year beg leave to report the 
following names : President, C. P. Ellerbe ; vice-president, 
G. B. Luper ; secretary, C. B. Allan ; executive committee, 
George S. Merrill, J. A. McEwen and E. W. Bucklin. 

Mr. Cheek. 1 move that the secretary be authorized to 
deposit one vote of the Convention for the oflScers now in 
nomination. 

The motion prevailed, and the oflScers named were declared 
elected. 

Mr. Cheek moved that the president and secretary be 
eX'Officio members of the executive committee. 

Carried. 

The President. Is the committee on time and place ready 
to report? 

Mr. Ellerbe. The committee has involved itself in a 
great deal of trouble, and doesn't know where to suggest 
holding the Convention, or at what time. We have con- 
sidered Philadelphia ; and, if we hold it there, the time will 
have to be fixed after the location. Some gentleman who is 
not a member of the Convention has suggested New York ; 
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and, as the Convention has been held three times in suc- 
cession, I believe, in the West, the two gentlemen of the 
committee from that quarter did not very seriously push the 
question of holding it there. That is about the condition 
we are in. I desire to say, speaking for myself, that, if the 
Convention is held in the West, and can be held in St. Louis, 
the latter or middle part of September, the people of the 
city of St. Louis and of the State of Missouri would be 
pleased ; but, since the Convention has been so very kind in 
giving us a representative here, I feel some hesitancy in 
pushing St. Louis ; and I will say, speaking solely for my- 
self, that, if the Convention is held there, and at the proper 
time, no pains will be spared to make it a success, if all the 
members will attend. On the other hand, the other mem- 
bers of the committee claim that the Convention for a 
number of years has been held in the West, and they think 
it should now be held in the East, and try it for a while. 
We report back to the Convention as stated, and leave the 
date for later consideration. 

Mr. LuPER. If this Convention comes to the State of 
Pennsylvania for the next meeting, the place is at Harris- 
burg. Of course there is not as much there to see of 
interest as there is in Philadelphia ; but Harrisburg is the 
place, by all odds. We will be very highly honored indeed 
if Harrisburg is selected as the next place of meeting. 

A ballot was taken, which resulted, St. Louis seven, 
Louisville two, Harrisburg three. 

Mr. Cheek moved that St. Louis be selected as the place 
of the next meeting of this Convention, and the motion was 
unanimously adopted. 

Mr. Ellerbe. It is a matter of very great interest and 
very great pride that you have selected St. Louis as the place 
for the next meeting of this Convention, as well as that you 
have elected me your next president. Now, it is a matter 
of importance as to the date of this Convention. As you 
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are probably aware, during the latter part of September and 
the first part of October we have an exposition in St. Louis, 
and no doubt we could be able to combine business with 
pleasure, and I would propose to hold the Convention in the 
small music hall of the exposition building. If that hall 
could be gotten at the beginning of the exposition, it would 
be a good time to hold it there. 

Mr. Sprague. I move that the date for the meeting of 
the Convention next year, some time within the latter part of 
September, be referred to the president of the Convention. 

Carried. 

The President. Are there any of the standing com- 
mittees, to whom matters were referred 3^esterday, ready 
to report ? 

Mr. Kinder. The committee to whom the paper on the 
rates of mortality and interest was referred, beg leave to 
report that the matters referred to by Messrs. Sprague and 
Harvey be recommitted to the same committee, to report at 
the next Convention. 

Carried. 

Mr. McEwEN. I move that the committee on legislation 
have until the next session of the Convention to report upon 
the paper read by Mr. Allan. 

Carried. 

Mr. BucKLiN. I move that a vote of thanks be tendered 
Messrs. Sprague, Harvey and Allan, for the interesting 
papers read before this Convention. 

Carried. 

Mr. Cheek. As most of you are aware, this will probably 
be the last time of my appearance in this Convention, which 
I regret, so far as the social part of it is concerned. But, 
before I leave the ranks of these able inspectors of insur- 
ance, I have a little matter of business that I would like to 
bring before you. The proceedings of this Convention in 
its early days were published in book form. At Madison, 
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I re-inaugurated that. But there has never been any pro- 
vision made by which the report should be taken by a 
stenographer, and then prepared for publication. There 
has never been any provision made for the payment of 
this kind of work, and I believe the president has paid for 
the same of late years. I move that provision be made for 
the taking of these minutes by a competent stenographer,* 
and their publication annually, by such an assessment as is 
necessary upon each of the departments represented in the 
Convention. * 

Carried. 

The President. It seems to me that the incoming secre- 
tary might be able to discover, in the musty records of the 
past, the constitution of this organization, and, if we can't 
find it, make a new one, to be presented at the next Con- 
vention. 

Mr. LuPER. I can find no laws governing this Conven- 
tion. 1 move that the executive committee be authorized 
to prepare and submit a set of by-laws, etc., for this Con- 
vention, and present same for consideration at the next 
meeting. 

Carried. 

Mr. Harvey. I suggest that Mr. Billingslea constitute 
himself a detective ; and I think, if he inquires of Mr. O. T. 
Welch of Topeka, Kan., that he will find the constitution 
of this body. I know he did have it in a book. 

Mr. Harvey. Your committee on guarantee insurance 
reserve recommends that a reserve or unearned premium, to 
be required of surety companies for their fidelity or surety 
business, shall be fifty per centum of the gross premiums 
received by the companies from the commencement of the 
risks assumed. We recommend that the superintendents or 
commissioners of the insurance departments of the States in 
which the surety companies have been chartered, shall, 
under the general authority which their law confers, of 
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demanding information from the companies, ask for the 
statistics of the business of fidelity or guaranty insurance to 
such a detail as may be necessary to determine therefrom an 
average minimum premium for each class of hazards, such 
information to be deemed private, and not to be published 
nor given to any one ; the purpose being to fix ultimately a 
standard for reserve, to be based upon the character of the 
risks assumed, and not upon the premium as written. We 
recommend that the legislatures enact laws which shall pro- 
hibit any company from writing court bonds for any amount 
in excess of per cent, of its capital stock paid in. 

Mr. LuPER. The business is comparatively new, and 
experiences are not established ; but, to my mind, the objec- 
tionable part of the report is that it recommends that a certain 
part of the statistics be kept as private matter. Under the 
law of Pennsylvania, we cannot have any private information 
in our oflSce. Any person in the State of Pennsylvania or 
elsewhere, demanding a copy of a report, must have it. I 
object, therefare, to that part of the report, because I claim 
it is against public policy to have any secret information. 

Mr. Ellerbe. I profess to know nothing about the laws 
of Pennsylvania, and I presume that the law referred to by 
Mr. Luper is all right ; but I claim that a citizen of his State, 
wishing a copy of a paper, must apply at that oflSce. That 
is all right if the person is entitled to it, and it is a public 
record. But, if a person should come to my oflSce and 
demand copies of personal correspondence passing between 
myself and other members of this Convention, although per- 
taining to matters of the public, if that paper had not been 
placed on file by me, I should certainly decline to give the 
desired copy. If the commissioner of Insurance of Penn- 
sylvania should write the superintendent of the insurance 
department of Missouri a letter making inquiry as to certain 
matters, I don't take that to be a matter of record ; and, if 
anybody should inquire for a copy of it, he would not get it 
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at all, unless that information was something upon which I 
based my public action to go out to the world. Now, I don't 
know the object of the committee in putting in that clause 
of private information, but I suppose it was to get com- 
panies to more readily furnish it. We have three companies 
organized under the laws of Missouri, two of which have 
fully complied and one is now complying with the laws upon 
this subject ; and I can see how those companies might object, 
were they themselves trying to ascertain what this business 
is going to cost them, to the publication of this information* 
It would not be at all out of the way to say that, while I 
believe the business of guaranteeing the fidelity of persons 
holding positions of privjtte trust is a legitimate business of 
public insurance, I have serious doubts as to whether or not 
the persons required by law to have bonds can have private 
guarantee ; I think that is one of the businesses that has got 
to work out its own salvation. I don't exactly understand 
the whole purport of that resolution, but I take it to mean 
that a company shall carry a reserve of fifty per cent, of 
premiums received for bonds of individuals. 

Mr. Harvey. Court bonds and all ? 

Mr. Ellerbe. The practical value of a bond for an 
individual is a small matter, when compared with the bond 
required by law to be given. The bond of an individual not 
an oflScer stands upon a very different footing in this, that, 
at the end of the year, there is to a great extent an account- 
ing had between the individual and the company or corpo- 
ration for which the person bonded is working, and the 
person to whom the bond is given may by his own act — and 
frequently does — so complicate matters as to compromise 
himself, and stop him for any claim or loss that may have 
occurred before that time ; but that does not apply to l>onds 
to be given by law. Those bonds given to the State are not 
to be stopped by anything that may happen. I believe that 
the fifty per cent, applies, and well applies, to bonds of 
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individuals renewed annually. Thft bond required by law 
to be given is not renewed annually. The bond that is 
given to the State does not require to be renewed, and 
it cannot be renewed. It does not make any difference 
whether the premium is renewed, or not, the bond stands for 
all time. Suppose this happens, as it very frequently does : 
A case where a person or corporation to whom a fidelity 
bond is given, discovers, after the first year, that everything 
is not all right with the party he has employed, and the 
matter is subsequently closed up, settled, made good. The 
company comes and at the end of the year renews that bond. 
Now, I take it as a fact that the individual or corporation 
knew that the employee was not trustworthy, cuts him out 
entirely from ever bonding again ; and he is the person to 
whom the fidelity bond is given, and has upon him the 
burden of the proof to show that he did not know of any 
shoilcoming in the old year. He can't simply say that he 
has discovered, etc., but he must show that he did find it 
out. For instance, take the bond of a note clerk in a bank ; 
suppose that he should be directed to act as paying teller, 
and then should make away with the money. His bond 
does not affect that matter at all, and the bank recovers 
nothing at all, the company guaranteeing the bond having 
the advantage every time ; and none of those advantages 
apply to the company when it is dealing with the State. 

Mr. LuPER. I can't conceive how any report from a 
company can be otherwise than oflScial. The information 
just given by Mr. Ellerbe does not apply to this case. It's 
the secrecy that 1 object to. I see no reason why the infor- 
mation should be kept secret. It can be of no earthly use 
to the insurance commissioner, if he is to lock it up in his 
breast and not to give it to the public. The information 
given to an insurance commissioner is not given to him as 
a private individual. He is the agent of the people, and 
whatever is his is theirs, and they are entitled to know it. 
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Mr. Harvey. Mr. Luper has asked me a question, and I 
will try and answer it. There seems to be a great deal of 
misunderstanding about what is wanted in this. I quote 
from the report, **thiit the superintendent or commissioner 
of the insurance department of the State in which the 
surety company has been chartered, shall, under the gen- 
eral authority which his law confers, of demanding informa- 
tion from the companies, ask for the statistics of the business 
of fidelity or guaranty insurance to such a detail as may 
be necessary to determine therefrom an average minimum 
premium for each class of hazards, such information to be 
deemed private,'' etc. We don't expect, or it should not be 
expected at all, that in this connection the commissioner or 
anybody should ask the company anything about its pre- 
miums. It is simply a question directed to obtain informa- 
tion as to the loss experience of the company. If I have 
ten thousand stone-front, slate-roof dwelling-houses, and I 
find that out of that whole ten thousand twenty -burn in the 
course of five years, we have a basis for determining the 
minimum premium for that class of risks, without any 
knowledge whatever as to what the companies may have 
obtained in writing these policies. 

Mr. Luper. That is very plain ; but why should it be 
kept secret ? 

Mr. Harvey. The business is to be made ultimately, as 
the resolution provides, a basis of fixing a minimum pre- 
mium for the purpose of reserve. We don't propose to ask 
the company for any of the details of the manner of doing 
the business, just simply the question of this : How many 
bank cashiers have you insured in the last five years, that 
have skipped over the border? That is all we want to 
know. 

Mr. Sprague. As a member of this committee, I assented 
to this report, as Mr. Harvey knows, after briefest consider- 
ation ; but, upon second thought, I find that to put this 
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into immediate operation would actually become prohibitory 
upon the companies. For instance, the American Surety 
Company : it would make them insolvent at once, having to 
comply with the law. These court bonds are given, they 
are continuing bonds, and nobody knows when the liability 
does terminate upon them. They are paid for in annual 
instalments. Now, suppose the American Surety Com- 
pany has received ten annual instalments of the premium 
on a large amount of these bonds. By this resolution 
they would be charged fifty per cent, as a reserve, which 
would be five annual premiums. Why, they could not 
make a statement which would not impair them at any 
time, to-day or any other time. It is absolutely prohibitory. 
I have not the slightest doubt in my mind but that this 
ought to be the rule ; but it seems to me that it becomes an 
impropriety to enforce it forthwith ; and therefore I appre- 
hend that portion of it should be taken into future consid- 
eration, and companies have time to present their views, 
and see if somethino^ can!t be done. It has ffot to be done 
by degrees, and it is on the same principle as the perpetual 
fire risks. They have to retain ninety-five per cent, of the 
cash deposit as reserve. Now, there is not any doubt but 
what fifty per cent, at least of the entire premium, meaning 
all of the instalments paid, ought to be retained in this 
business so long as the surety of the company is not dis- 
charged ; but we can't enforce that immediately, — it must 
be done by degrees. 

Mr. McEwEN. I am very anxious to understand just now 
what we are attempting to do by adopting this clause, before 
I proceed to use any influence which I may have in its adop- 
tion. As I understand now, we have had this question under 
consideration several years. We had it at Niagara Falls ; 
then we had it brought before the Convention again by Mr. 
Luper, and that paper referred to the proper committee, and 
brought again before the Convention in the shape of a report 
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that they agreed with Mr. Luper's conditions that eighty pet 
cent of the gross premium be kept. Now, we have considered 
this matter as in the hands of that committee. 1 apprehend 
that we are not decided as to the expression of our views on 
this question. It comes before us, and we seem to be, accord- 
ing to the expressions of this Convention, almost unanimously 
of the opinion that fifty per cent, is sufficient on fidelity 
bonds. It seems to me that the expressions of this Convention 
should be taken carefully, and we are not ready to act upon 
this question this year ; and I am therefore very seriously of 
the opinion that we ought to refer this, the same as we have 
done our other papers, and let it come up next year. But I 
think there is one matter that we can do ; and I move that 
we amend that report by striking out the words, '' which 
shall be regarded as private," and substitute therefor, 
" which shall not be for publication in any reports." 

Mr. Harvey. I think that would interfere with the col- 
lection of the statistics. In the matter th it Mr. Sprague 
spoke of, so far as I am able to judge from recollection, I 
think the application of that fifty per cent, rule would not 
have the effect which he seems to think. Still, if there is 
anything in it that would impair the standing of the com-, 
panics, it would be proper to have it go over until the Con- 
vention next year. I move that it be referred to the 
committee on legislation, and go over for one year. 

Mr. McEwEN. I move also that the words, '' which shall 
be regarded as private," be stricken out, and to substitute 
the words, " which shall be for the use of the commissioners 
only." I would like that changed, for the reason that we 
have in connection with our business very little which is 
bound by secrecy. 

Mr. Harvey. I will accept, on behalf of the committee, 
the correction as proposed. It makes no material differ- 
ence, and is only a little more flowery way of putting it. 

Mr. McEwEN. I move that the paper be referred to the 
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committee on legislation, to report at the next meeting of 
this Convention, 

Mr, LuPER. I move to make it a special committee 
appointed by the president, as it will take some time to pre- 
pare a report, and require some deliberation, I think the 
committee should be appointed to-day. 

Adopted, 

The President, In Massachusetts "we do not give such 
information to Tom, Dick and Harry ; but the person must 
be interested in the paper, a copy of which he wants, before 
he can have it. Massachusetts has a very large amount of 
information which we don't give to the public. 

Mr, Ellerbe. There has grown up in this country an 
idea that anybody can ask for a certified copy of a paper, and 
get it. But the law is that he must have an interest in that 
paper, before he can get it. The courts have so decided it. 

Mr. Sprague, The position which we take is this : that 
the records and statements, and anything that is brought to 
the insurance commissioner, and which are furnished to him, 
are not public records. They are information and statements 
made to him by requirement of law ; and what he thinks 
expedient or proper to make report of, he reports to the 
general assembly, and that report is published by order of 
the general assembly. No one can come into the oflSce and 
call for this class of information, and get it, unless the com- 
missioner chooses to give it to him, excepting in two cases. 
One case is that of the general assembly through its com- 
mittee calling upon the commissioner for information fur- 
nished by any records in his oflSce. The next case is where 
he is called upon by a court of law to give evidence. These 
are the only two cases where any persons or parties have any 
right to call for any information in the insurance commis- 
sioner's office. Of course everything that he thinks proper 
to give out, he does ; but anything he has doubt about, he 
refuses. 
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Mr. Habvey. If the laws of Pennsylvania, as stated by 
Mr. Luper, require the commissioner to give out any infor- 
mation he may have there, it must, it seems to me, cause a 
great deal of trouble for the insurance department. I had 
something to do with the examination of a company, and 
found a certain irregularity. There was nothing criminal 
about it. It was reported to the superintendent, and he 
acted upon it. If that information could be given out to 
Tom, Dick and Harry, who wanted it, it might have made a 
great deal of trouble. We have sometimes to go outside of 
the companies' oflSces to get the desired information regard- 
ing the assets of companies. 

Mr. Luper. If the insurance commissioner of Pennsyl- 
vania finds any irregularities in regard to companies' busi- 
ness, it is his duty to publish them. 

Mr. Ellerbe. The whole question is, Is it a part of the 
records, and so marked and filed? If it is, and a person 
comes there and asks for it, he should have it. The State 
says that the office of commissioner is a public one, and 
shall be open to the public ; but that means the records of 
the office. 

Mr. McEwEN. I want more information. In a State 
where the statute says the insurance commissioner shall keep 
a record of his proceedings, as a public record, and any 
person who has an interest in that record — say an attorney 
— wants it as evidence, how can he refuse to give a certified 
copy of that record ? 

Mr, Cheek. The law, I think, in most of the States 
makes all records of the State public property. I don't 
have anything on public record until I am sure it is all right. 
I have my private box in which I keep my communications 
from Mr. Ellerbe for my own information. What has the 
public got to do with that? We can't get along without 
these confidences. 

Mr. Ellerbe. I desire to call attention to the fact 
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that, in adopting the resolution yesterday in refei'ence to 
the notes of mutual insurance companies taken in States 
where the companies were not authorized to do business, 
Mr. Kinder says he would like the Cbnveniion to fonnulate 
some method of getting at that information, so that the 
commissioner of insurance would not be required to make 
au examination to find out what notes are held. 

Mr. Kinder. At present, there is no way this informa- 
tion can be had without considerable trouble. 

Mr. Cheek. I move that the president and secretary of 
next year be instructed to formulate questions which would 
arise under the resolution of yesterday, and submit them to 
the various departments. 

Mr. Allan. I move that this matter be referred to the 
committee on blanks. 

Carried. 

The president announced the following as the special com- 
mittee on insurance reserve : Messrs. Luper, Harvey and 
McEwen. 

Mr. Harvey. I move that the committee on blanks be 
instructed during the next year to take into consideration 
the balance sheet blank for insurance companies other than 
life, and report at the next Convention. 

Carried. 

Mr. McEwEN. I move that the committee on blanks be 
also instructed to take up the various blanks in use in the 
several States for mutual fire-insurance companies, and from 
them formulate a proper blank, and submit it to this Con- 
vention at its next session. 

Carried. 

Mr. McEwEN. I move that the thanks of this Conven- 
tion be extended to our honorable president and secretary 
for the able and eflScient manner in which they have dis- 
charged their duties, and for their courtesy to us all. 

Carried. 
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The President, On behalf of secretary and president, 
I thank you very kindly for this expression of esteem. If 
I have filled this office to your satisfaction, it certainly has 
afforded me no little pleasure. I only regret that during 
this session we have not had present a member from every 
department. I think those who are in the habit of coming 
find that we gather from each olher, in an informal way, much 
that we cannot but profit by, and which is of great benefit 
to ourselves. I wish that we might induce our delinquent 
members to come to the next Convention, It seems to me 
that thus, gathering bits of information from each other, we 
gain no inconsiderable advantage, while we become much 
better acquainted than is possible through the cold formality 
of pen and ink. Again, in behalf of the secretary and 
president, I thank you for your kind resolution. 

Mr. Ellerbe. I desire informally but most earnestly to 
extend to each one of the Convention, and to those gentle- 
men whom the will of the people may take from us between 
now and then, a most cordial invitation to come with us to 
St. Louis next year; and to say that, since you have all 
been so kind as to give us the Convention as well as the 
president of it, no eflForts or pains will be spared to make it 
a success in every way. I most sincerely hope that you 
gentlemen from the East will not fail to put in your^appear- 
ance next year. I will endeavor to get my friends from the 
far South to attend on that occasion, and I hope to do so. 

Mr. McEwEN. I move that we extend the thanks of this 
body to the fire and life underwriters associations of Cleve- 
land, for the courtesies which they have so kindly extended 
to the members of this Convention during our stay here. 

Carried. 

Mr. Ellerbe. I think the outgoing chairman last year 
designated a number of gentlemen to prepare papers to be 
read at this meeting. I hope that the outgoing president 
will not forget to do so, in this case. I earnestly ask him to 
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do this, because his familiarity with the peculiar character- 
istics of the members of this body will better enable him to 
do this than the incoming chairman. 

The President. The Chair is of the opinion, notwith- 
standing past precedents, that the appointment of com- 
mittees for each year properly belongs to the president for 
that period ; and he will leave, therefore, the selections for 
next year to the newly chosen president of the Convention. 

Mr. Harvey. Like the gentleman from Alabama, who 
was in Congress, and whose constituents never heard of his 
making a motion during his nine years of service, I move 
that this Convention adjourn. 

Mr. Luper. Mr. Chairman, I wish to say just one word 
before adjournment, and that is, to thank all the members of 
this Convention for the kindness extended to me during my 
reign as secretary ; and also to say that I regret my inability 
to partake of the kind invitation for this afternoon and even- 
ing, having just received a despatch to the effect that my 
sister's little child is dead. 

The president announced that at the next session papers 
would be read by Messrs. Schwanbeck, Billingslea, Kinder 
and Coons. 

The President. Mr. Harvey moves that this Conven- 
tion adjourn, to meet next in St. Louis, on the date to be 
decided upon hereafter. 

Meeting adjourned at 11.15 a.m. 
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CONTENTION^ RECOED. 



The following is a record of officers, and places at which 
the National Convention of Insurance Commissioners have 
been held since their organization : — 



Session. 


Place 
of Meeting. 


President. 


. Vice-President. 


Secretary. 


1, 1871, 


New York, . 


Oeo. W. Miller. N. Y.. . 


L. Breeze, Wis., . 


H. 8. Olcott, N. Y. 


2, 1871, 


New York, . 


Geo. W. Miller, N. Y.. . 


L. Breeze, Wis., . 


H. S. Olcott, N. Y. 


3, 1872, 


New York, . 


Geo. W. Miller, N. Y., . 


L. Breeze, Wis., . 


H. S. Olcott. N. Y. 


4, 1873, 


Boston, . 


L. Breeze, Wis., . 


J. W. Foard, Cal., . . 


O. Pillsbury, N. H. 


5, 1874. 


Detroit, . 


0. W. Chapman, N. Y., 


S. H. Row, Mich., . . 


0. Pillsbury, N.H. 


e. 1875, 


New York. . 


0. W. Chapman, N. Y., 


8. H. Row, Mich., . 


0. Pillsbury, N. H. 


7, 1876, 


Harrisburg, . 


S. H. Rowe, Mich., 


0. Pillsbury, N. H.. 


S. H. Rhodes, Mass. 


8, 1877, 


St. Paul, 


S. H. Rowe, Mich., 


0. Pillsbury, N. H., 


S. H. Rhodes, Mass. 


0, 1878. 


Providence, . 


0. Pillsbury, N. H., . 


A. R. McGill, Minn., . 


0. T. Welch, Kan. 


10, 1879, 


St. Louis, . 


0. Pillsbury, N. H., 


A. R. McGill, Minn.. . 


0. T. Welch, Kan. 


11, 1880, 


Chicago, 


A. R. McGill, Minn., . 


J. L.Clarke, Mass.. 


O. T. Welch, Kan. 


12, 1881, 


Detroit, . 


J. L. CUrke, Mass., 


P. L. Spooner, Wis., . 


0. T. Welch. Kan. 


13, 1882, 


Niagara Fails, 


J. L. Clarke, Mass.. 


J.A.McCall.Jr.,N.Y.. 


O. T. Welch. Kan. 


14, 1883, 


Columbus, 


0. Pillsbury, N. H.. . 


C. P. Swigert. 111., . . 


J. W. Brooks, Conn. 


15, 1884, 


Chicago, 


J.A.McCall,Jr.,N.Y., 


C. H. Moore, Ohio, 


C. P. Swigert. 111. 


16, 1885, 


Chicago, 


J.A.McCall.Jr.,N.Y., 


E. Pringle, Mich., . 


C. P. Swigert. ni. 


17, 1886, 


St. Paul. 


C. P. Swigert. 111., . 


H. J. Reinmund, Ohio, . 


C. Shandrew. Minn. 


18, 1887, 


Niagara Falls, 


*J. K. Tarboz, Mass.. . 


S. H. Cross, R. I.. . 


J. J. Brinkerhoff, 111. 


10, 1888, 


Madison*. 


P. Cheek, Jr., Wis., 


O.R. Fyler. Conn.. 


J. A. McEwen, Ohio. 


20, 1889, 


Denver, . 


O. R. Fyler. Conn., 


S. E. Kemp, Ohio, . 


Geo. B. Luper, Penn. 


21, 1890, 


Cleveland. 


Geo. S. Merrill, Mass., . 


S. E. Kemp, Ohio, . 


Geo. B. Luper, Penn. 



* Mr. Tarboz died before the convention assembled. The Hon. Oliver Pillsbury of New 
Hampshire was chosen to preside over the convention. 
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OFFICERS AND COMMITTEES, 1890-91. 



PBBSIDENT. 

CHARLES P. ELLERBE, Superintendent of Insurance, 

St. Louis, Mo. 

VIOB-PBBSIDENT. 

GEORGE B. LUPER, Deputy Commissioner, 

Harrisburg, Pknn. 

SECRET ABY. 

CHARLES B. ALLAN, Deputy Auditor, 

Lincoln, Neb. 

EXECUTIVE COMMITTEE. 

Messrs. Merrill, McEwen and Bucklin. (C. P. Ellerbe, President, and 

Charles B. Allan, Secretary, ex-officio members.) 

COMMITTEE ON LAWS AND LEGISLATION. 
Messrs. Fyler, Schwanback, Kinder, Merrill and Raymond. 

COMMITTEE ON ASSETS. 
Messrs. Maxwell, House, Foster, Maryb and Wright. 

COMMITTEE ON BLANKS. 
Messrs. McEwen, Brinkbnhoff, Smith, Harvey and Kklsy. 

COMMITTEE OP MORTALITY AND INTEREST. 
Messrs. Smith, Fackler, Whiting, Patterson and Sprague. 

MISCELLANEOUS AFFAIRS. 
Messrs. Foster, Grant, Lyony, Stone and Wilder. 

ON GUARANTEE INSURANCE RESERVE. 
Messrs. Leeper, Pavey, Bailey, Coons and Wilson. 

ON UNAUTHORIZED INSURANCE. 
Messrs. Kinder, Leeper, Merrill, Wilder and Jackson. 

PLACE OP MEETING AND OFFICERS FOR 1892. 
Messrs. Benton, Schwanbeck, Harvey, McEwen and Cheek. 



During Convention of 1891, at St. Louis, papers will be read by Messrs. 
Schwanbeck, Billingslea, Kinder and Coons. 
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